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has  been  issued.   Copies  of  the  Single  Audit  Report  can  be  obtained  by  contacting: 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Transporta- 
tion's financial  activity  for  fiscal  years  1993-94  and  1994-95.   Our  report  contains 
recommendations  where  the  department  can  improve  bid  letting  procedures,  maintain 
controls  over  license  and  permit  sales,  and  facilitate  public  participation  in  meetings. 
The  department's  written  response  to  audit  recommendations  is  included  in  the  back  of 
the  report. 

We  thank  the  director  and  department  personnel  for  their  cooperation  and 
assistance  throughout  the  audit. 
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Summary  of  Recommendatioiis 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report,  the 
department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  commission  adopt  policies 
and  procedures  that  define  the  minimum  require- 
ments to  constitute  a  responsive  bid  and  instruct 
the  department  to  reject  nonresponsive  bids  at  the 
bid  opening 


Agency  Response:   Concur.   See  page  B-4. 


Recommendation  #2 


Recommendation  #3 


We  recommend  the  commission  develop  formal 

criteria  which  apply  equally  to  all  bidders 

for  accepting  or  rejecting  contract  bids 


Agency  Response:   Concur.   See  page  B-4. 
We  recommend  the  commission: 


Recommendation  #4 


Recommendation  #5 


A.  Adopt  policies  which  clearly  define  and 
restrict  bid  addendums  to  changes  which 
could  have  a  significant  effect  on  project  bids. 

Agencv  Response:   Concur.   See  page  B-4. 

B.  Specify  the  method  and  require  acknowledge- 
ment of  contract  specification  addendums.     .  . 
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Agency  Response:   Concur.   See  page  B-4. 

We  recommend  the  commission  develop  policies  and 
procedures  governing  release  of  a  contractor  from 
a  bid,  award,  or  contract. 
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Agency  Response:   Concur.   See  page  B-5. 

We  recommend  the  commission  establish  procedures 
it  will  use  when  it  is  aware,  prior  to  awarding 
a  contract,  that  a  bidder  received  information 
from  the  department  which  gives  the  bidder  an 
advantage  over  other  bidders 


12 


Agency  Response:   Concur.   See  page  B-5. 
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Summary  of  Recommendatioiis 


Recommendation  #6 


Recommendation  #7 


Reconmiendation  #8 


Recommendation  #9 


Recommendation  #10 


Recommendation  #1 1 


We  recommend  the  commission  ensure  it  conducts 
public  meetings  as  open  meetings  in  accordance 
with  state  law 


14 


Agency  Response:   Concur.   See  page  B-5. 

We  recommend  the  department  develop  procedures 

to  provide  adequate  public  notice  is  given  for 

all  public  meetings  as  required  by  law 


15 


Agency  Response:   Concur.   See  page  B-5. 

We  recommend  the  department  ensure  appropriate 
minutes  are  recorded  and  available  for  public 
inspection  in  accordance  with  state  law.   ....... 

Agency  Response:   Concur.   See  page  B-6. 

We  recommend  the  Department  of  Transportation 
reimburse  the  General  Fund  for  the  $110,000 
shortfall  on  the  1983B  and  1985A  bond  payments 
for  the  airport  loan  program.  .............. 


16 


19 


Agency  Response:   Conditionally  Concur.   See  page  B-6. 
We  recommend  the  department: 

A.  Determine  if  "On  Call  Pay"  will  be  authorized. 
Agency  Response:   Concur.   See  page  B-6. 

B.  If  authorized,  develop  a  formalized  compensation 
policy  for  on-call  air  search  and  rescue  employees 
that  complies  with  applicable  laws. 

Agency  Response:   Concur.   See  page  B-6. 

C.  Record  compensatory  time  on  the  state's  payroll  records. 

Agency  Response:   Concur.   See  page  B-6. 

We  recommend  the  department  establish  and  revise 
administrative  rules  in  accordance  with  state  law 


20 


22 


Agency  Response:   Concur.   See  page  B-7. 
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Recommendation  #12 


Recommendation  #13 


Summary  of  Recommendations 


We  recommend  the  department  continue  to  develop 

and  implement  procedures  to  ensure  transactions 

are  properly  reviewed  and  approved.  .......... 

Agency  Response:   Concur.   See  page  B-8. 

We  recommend  the  department  improve  its  monitoring 
of  the  sales  of  licenses  and  permits  and  the  timely 
deposit  of  the  resulting  cash  receipts.  ........... 


24 


26 


Agency  Response:   Concur.   See  page  B-8. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana  Depart- 
ment of  Transportation  (the  department),  for  the  two  fiscal  years 
ended  June  30,  1995.   The  objectives  of  the  audit  were  to 
determine  if: 


1 .  The  department's  administrative  and  accounting  controls  were 
effective  for  the  audit  period. 

2.  The  department  complied  with  applicable  state  and  federal  laws 
and  regulations  during  the  audit  period. 

3.  The  department's  financial  schedules  present  fairly  the 
department's  changes  in  fund  balances  and  results  of  operations 
for  the  two  fiscal  years  ended  June  30,  1995. 

4.  The  department  implemented  prior  audit  recommendations. 

This  report  contains  13  recommendations  to  the  department.   These 
recommendations  address  bid  letting  policies  and  procedures, 
controls  over  license  and  permit  sales,  public  participation  in  public 
meetings,  and  repaying  $110,000  to  the  state  General  Fund.   Other 
areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department's  programs  are  not 
specifically  included  in  the  report  but  have  been  discussed  with 
management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the  costs 
of  implementing  the  recommendations  made  in  this  report.   Each 
report  section  discloses  the  cost,  if  significant,  of  implementing  the 
recommendation. 


Background 


The  Montana  Department  of  Transportation  is  responsible  for 
coordinating,  implementing,  and  managing  state  policy  and 
planning  for  highway,  rail,  and  air  transportation.   The  department 
is  primarily  responsible  for  the  planning,  construction,  improve- 
ment, repair,  and  maintenance  of  state  highways  and  federal  aid 
system  highways.   The  department  also  collects  revenue  and 
enforces  Gross  Vehicle  Weight  and  Motor  Fuel  Tax  laws  and 
regulations. 
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Effective  July  1,  1995,  the  Highway  Traffic  Safety  Program  was 
transferred  from  the  Department  of  Justice.   The  Highway  Traffic 
Safety  program  advises  and  assists  the  governor  in  matters  of 
highway  safety,  develops  training  programs,  and  gathers  data  to 
determine  causes  of  accidents  and  prevention  methods. 

The  department  is  under  the  direction  of  the  Transportation 
Commission  (the  commission)  and  the  director.   The  commission  is 
composed  of  five  members  appointed  by  the  governor  and 
confirmed  by  the  senate  for  four  year  terms.    The  commission 
determines  construction  priorities,  selects  construction  projects,  and 
allocates  funding  to  state,  local,  and  national  highway  system 
projects.   It  also  classifies  highways  as  federal  aid,  primary,  and 
off  system  in  the  state  maintenance  system.   The  commission  may 
delegate  certain  functions  to  the  director,  who  is  appointed  by  the 
Governor  and  confirmed  by  the  senate. 

The  department  was  budgeted  for  1 ,934  full-time  equivalent 
employees  during  fiscal  years  1993-94  and  1994-95.  Budgeted 
expenditures  and  transfers  out  were  $354,741,481  in  fiscal  year 
1993-94  and  $363,168,318  in  fiscal  year  1994-95  The  depart- 
ment's primary  sources  of  funding  during  the  audit  period  were 
federal  funds,  motor  fuel  taxes,  and  license  and  permit  fees. 

During  the  audit  period,  department  activities  were  organized  under 
ten  programs  as  described  below: 

General  Operations  -  provides  administrative  support  services 
including  accounting,  budgeting,  planning,  program  development, 
research,  legal  services,  computer  processing,  and  personnel.   The 
motor  ftiels  unit  enforces  compliance  with  motor  fuel  tax  law  and 
collection  of  taxes  on  gasoline  and  diesel  fuel. 

Construction  -  is  responsible  for  project  planning  through  actual 
project  construction.   This  includes  designing  construction  projects, 
acquiring  right-of-way,  processing  projects  for  contract  award,  and 
administering  construction  contracts.   Personnel  in  five  districts 
(Billings,  Butte,  Glendive,  Great  Falls,  and  Missoula)  and  in 
Helena  supervise  and  monitor  work  done  by  private  contractors 
until  a  project  is  completed. 

Maintenance  -  is  responsible  for  preserving  and  maintaining  the 
state's  highway  systems  and  its  related  facilities. 
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Motor  Pool  -  operates  and  maintains  a  fleet  of  vehicles  available  to 
state  offices  and  employees  in  Helena  to  conduct  official  business. 
The  cost  of  services  is  recovered  through  user  fees. 

Equipment  -  purchases,  distributes,  and  maintains  all  highway 
equipment  and  vehicles  for  use  within  the  department.   The 
equipment  is  rented  to  other  programs  within  the  department, 
primarily  construction  and  maintenance. 

Interfund  Transfers  -  records  transfers  between  accounting  entities 
and  to  the  Highway  Bond  Debt  Service  Funds. 

Stores  Inventory  -  purchases  and  issues  inventory,  including  office 
and  construction  supplies,  gravel,  sand,  road  oil,  and  gasoline, 
used  by  department  programs  throughout  the  state.   Materials  costs 
are  recovered  through  charges  to  the  programs  which  use  them. 

Motor  Carrier  Services  -  enforces  statutes  and  regulations  related  to 
vehicle  weight,  size,  licensing,  fuel,  and  safety  on  the  state's 
highways  and  collects  gross  vehicle  weight  fees.   This  program 
was  formerly  named  the  Gross  Vehicle  Weight  Program. 

Aeronautics  -  provides  protection  and  safety  in  aeronautics.   The 
division  operates  the  West  Yellowstone  airport  and  maintains  12 
other  state-owned  airports.   The  division  also  provides  technical 
assistance  to  communities  on  constructing;  or  improving  airports, 
enforces  pilot  and  aircraft  registration  regulations,  and  maintains  a 
statewide  aerial  search  and  rescue  organization. 

Transportation  Planning  -  provides  technical  and  monetary 
assistance  to  local  communities  and  transit  authorities  for  plarming, 
organizing,  operating,  and  funding  transportation  systems.   This 
program  administers  federal  funds  for  development  and  operation 
of  transportation  systems,  administers  the  State  Rail  Plan,  and 
represents  shippers  and  the  state  before  the  Interstate  Commerce 
Commission  and  courts  on  rate  issues,  branchline  abandonments 
and  services.   This  program  was  formerly  named  the  Rail  and 
Transit  Program. 
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Prior  Audit  Recommendatioiis 


Prior  Audit  The  previous  financial-compliance  audit  for  fiscal  years  1991-92 

Recommendations  and  1992-93  contained  13  recommendations  still  applicable  to  the 

department.   The  department  has  implemented  11  of  the  recom- 
mendations and  has  partially  implemented  2  recommendations. 

The  recommendations  partially  implemented  relate  to  reviewing 
and  approving  transactions  discussed  on  page  23. 
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Findings  and  Recommendations 


Contract  Award  The  process  of  accomplishing  highway  construction  projects  is 

complex.    Project  life  from  inception  to  completion  takes  years.     . 
The  department  and  the  Transportation  Commission  (commission) 
each  have  responsibilities  and  authority  over  components  of  this 
process. 

The  department  recommends  highway  projects  based  on  its  ongoing 
evaluation  and  priority  setting  system  for  the  various  highway 
systems  in  Montana.   Projects  are  submitted  to  the  commission  for 
approval.   The  projects  are  then  engineered  and  designed  either  by 
department  staff  or  by  engineering  firms  who  prepare  detailed 
specifications,  plans,  and  project  cost  estimates. 

On  an  ongoing  basis  the  department  aligns  plaimed  projects  with 
funding  allocations  and  submits  project  lists  to  the  commission  for 
approval  and  bid  letting.   After  commission  approval  each  project 
is  advertised,  contractors  submit  bids,  and  the  bids  are  opened  and 
read  aloud  at  a  public  meeting. 

The  department  reviews  each  project's  low  bid  for  errors  and 
omissions  and  recommends  the  commission  award  the  contract  to 
the  low  bidder  or  reject  the  low  bid.   The  commission  then  awards 
the  contract  to  the  low  bidder,  rejects  the  low  bid  for  cause  and 
awards  to  another  bidder,  or  rejects  all  bids  and  re-advertises  the 
project. 

The  commission  awards  contracts  for  highway  construction  projects 
subject  to  section  18-1-102,  MCA,  which  requires  awarding  to  the 
lowest  responsible  bidder.   Responsible  bidders  are  those 
contractors  who  meet  the  qualifications  to  submit  bids.   Section  60- 
2-112,  MCA,  requires  the  Transportation  Commission  to  let  all 
contracts  by  competitive  bidding  when  the  estimated  cost  exceeds 
$50,000.   This  section  also  provides  "Award  must  be  made  upon 
the  notice  and  terms  that  the  commission  prescribes  by  its  rules. " 
The  commission  has  established  contract  award  guidelines  that 
generally  provide  for  rejecting  bids  if  they  exceed  engineers  project 
cost  estimates  by  limits  which  vary  by  project  size  and  type.   The 
department's  administrative  rules  do  not  prescribe  the  process  the 
commission  uses  to  award  highway  construction  projects. 
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Findings  and  Recommendations 


Our  review  of  commission  minutes,  discussions  with  department 
officials  and  commission  members  and  contractor's  comments 
indicate  the  commission  can  improve  the  contract  award  process  by 
establishing  rules  and  formal  policies  and  procedures  which: 

1.  Define  a  responsive  bid,  detailing  the  required  items  which 
must  be  included  to  be  considered  a  complete  and  responsive 
bid. 

2.  Set  forth  the  procedures  and  process  the  commission  will  use 
when  waiving  errors  and  omissions  in  a  low  bid  to  ensure  all 
bids  are  considered  on  a  consistent  and  equitable  basis. 

3.  Establish  criteria  for  awarding  contracts  when  the  low  bid  is 
rejected  for  cause. 

4.  Establish  a  formal  process  for  contractor  withdrawal  from  the 
contract  award  process  at  various  stages  of  the  process  and 
penalties,  if  any,  that  will  be  assessed  to  cover  the  costs,  if 
any,  of  re-awarding  the  contract. 

The  following  five  report  sections  discuss  policies  and  procedures 
outlined  above  and  the  actual  or  potential  inconsistencies  which 
have  or  can  occur  when  issues  are  decided  on  a  case  by  case  basis 
without  formal  policy  guidance  and  criteria. 

Bid  Procedure  and  Bid  proposals  often  include  errors  and  omissions  ranging  from 

Incomplete  Bids  minor  math  errors  to  major  omissions  of  bid  items.   The 

Transportation  Commission  may  waive  errors  and  omissions  in  a 
bid  and  award  the  contract  or  it  may  reject  a  bid  that  contains 
errors  and  omissions  as  a  nonresponsive  bid. 

Examples  of  errors  and  omissions  include  unsigned  bids  or  bid 
bonds,  unit  prices  and  totals  mathematically  inconsistent,  errors  in 
DBE  (Disadvantaged  Business  Enterprise)  subcontractor 
requirements,  no  acknowledgement  of  project  specification 
changes,  and  errors  in  marking  bid  envelopes  for  the  bid  opening. 

The  commission  currently  addresses  errors  and  omissions  in 
highway  construction  project  low  bids  on  a  case  by  case  basis. 
The  decision  the  conmiission  must  make  in  each  of  these  cases  is  to 
reject  the  low  bidder  as  nonresponsive  or  to  waive  the  error  or 
omission  and  award  to  the  low  bidder.   If  the  low  bidder  is  rejected 
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as  nonresponsive,  the  commission  either  awards  to  another  bidder 
or  rejects  all  bids  and  re-advertises  the  project. 

This  process  is  time  consuming  and  can  be  arbitrary  because  many 
issues  are  decided  based  upon  the  commission's  assessment  of  the 
magnitude  of  the  effect  of  the  error  or  omission  on  the  overall  bid. 
Commission  meeting  minutes  document  individual  commissioners 
concerns  that  the  commission  sometimes  treats  similar  errors  and 
omissions  differently.   Commission  members  also  express  concern 
that  their  deliberations  bog  down  the  award  process  because  the 
commission  may  discuss  an  error  or  omission  item  at  several 
meetings  before  deciding  whether  to  waive  the  error  or  award  to 
the  second  low  bidder.   Commission  minutes  also  indicate  the 
dollar  difference  between  the  low  bid  and  the  second  bid  has  been 
discussed  and  considered  as  a  factor  in  the  decision  of  whether  to 
waive  errors  or  omissions  and  award  to  the  low  bidder.   The 
decision  of  whether  a  bid  is  responsive  and  should  be  awarded  or 
rejected  should  be  based  upon  the  merits  of  bid  compared  with 
criteria  that  apply  to  all  bids,  not  its  relationship  to  other  bids. 

Waiving  an  error  in  one  case  when  dollar  differences  are  large  but 
rejecting  the  low  bid  for  the  same  error  when  the  dollar  difference 
is  small  can  result  in  inconsistent  and  arbitrary  award  results. 
Measuring  each  bid  against  established  criteria  such  as  bid 
specifications  and  the  engineers  project  cost  estimate  would  provide 
an  equal  and  objective  basis  for  accepting  or  rejecting  a  bid. 

The  commission  could  improve  efficiency  and  ensure  more 
consistency  in  the  award  process  if  it  defined  the  necessary  items 
that  must  be  included  in  each  bid  for  the  proposal  to  be  a 
responsive  bid.   Bid  bonds,  signatures,  unit  prices  and  other 
information  the  commission  determines  is  essential,  should  be 
included  in  the  definition  of  a  responsive  bid.   Incomplete  bids  can 
then  be  rejected  as  nonresponsive  by  department  personnel.   This 
process  could  eliminate  nonresponsive  bids  being  read  as  the  low 
bid  at  bid  opening  and  subsequently  addressed  in  a  commission 
meeting. 
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Recommendation  #1 

We  recommend  the  commission  adopt  policies  and 
procedures  that  deflne  the  minimum  requirements  to 
constitute  a  responsive  bid  and  instruct  the  department  to 
reject  nonresponsive  bids  at  the  bid  opening. 


Award  Criteria  When  a  low  bid  is  rejected  as  a  nonresponsive  bid  the  commission 

generally  awards  the  contract  to  the  second  low  bidder  if  that  bid 
falls  within  the  commission  guidelines  concerning  the  project  cost 
estimate.   When  the  low  bid  is  rejected,  the  second  low  bid  in 
effect  becomes  the  lowest  responsible  bidder.   We  found  two 
examples  of  projects  for  which  the  low  bidder  was  rejected  for 
cause;  however,  all  bids  were  rejected  and  the  project  was  not 
awarded  to  the  second  low  bidder.   In  each  case,  the  second  low 
bid  was  under  the  engineers  estimate  ana  within  the  commission's 
guidelines  for  award. 

If  the  second  low  bidder  was  in  fact  the  lowest  responsible  bidder, 
the  contract  should  have  been  awarded  in  accordance  with  section 
18-1-102,  MCA.   This  statue  requires  public  agencies  to  award  a 
public  contract  for  construction,  repair,  or  public  works  to  the 
lowest  responsible  bidder.   A  department  official  stated  that  in  one 
case  since  the  second  low  bid  was  $810,000  more  than  the  low  bid, 
it  was  in  the  best  interest  of  the  state  to  reject  all  bids  and  re- 
advertise.   The  second  low  bidder  on  the  other  project  was  16  per- 
cent under  the  engineers  estimate.    As  demonstrated  by  these  two 
examples  and  the  discussion  in  the  previous  report  section,  when 
the  decision  to  award  a  contract  is  based  upon  the  relationship  of 
one  bid  to  another  bid,  inconsistent  and  arbitrary  awards  occur. 

The  commission  can  ensure  consistent  and  fair  contract  awards  by 
establishing  award  criteria  based  upon  the  estimated  project  cost 
and/or  other  factors  which  apply  equally  to  any  and  all  bids.   The 
commission  should  reject  or  accept  a  bid  based  on  this  criteria  not 
on  the  basis  of  its  relationship  to  the  next  lowest  bid.    When  no 
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bids  meet  the  established  criteria,  the  commission  should  reject  all 
bids. 


Recommendation  #2 

We  recommend  the  commission  develop  formal  criteria 
which  apply  equally  to  all  bidders  for  accepting  or 
rejecting  contract  bids. 


Acknowledgement  of  The  commission  requires  bidders  to  acknowledge  receipt  of 

Addendwns  addendums  to  contract  specifications  during  the  bid  process.   This 

requirement  is  designed  to  prevent  contractors  from  claiming  non- 
receipt  and  requesting  change  orders  after  contracts  are  awarded. 
The  commission  sometimes  rejects  bids  if  addendums  are  unsigned; 
however,  it  sometimes  waives  the  omission  of  the  signature 
acknowledging  the  addendum.   Waivers  generally  occur  when  the 
department  concludes  the  addendum  would  not  significantly  alter 
the  overall  bid  or  if  other  factors  in  the  bid  indicate  the  contractor 
considered  the  addendum.   The  criteria  for  this  decision  process  is 
not  documented. 

The  commission  could  eliminate  the  need  to  address  each  unsigned 
addendum  in  a  commission  meeting,  by  clearly  requiring  signatures 
on  all  addendums  and  restricting  addendums  to  those  bid 
specification  changes  which  could  affect  the  outcome  of  the  bid 
proposals.   Commission  policies  should  clearly  define  contract 
specification  addendums  and  require  the  department  to  determine 
before  the  fact  which  contract  addendums  could  have  significant 
effect  on  the  project.   These  changes  should  require  clear  acknowl- 
edgement in  a  manner  defined  by  formal  commission  policy. 
Other  bid  clarifications  could  be  issued  with  no  acknowledgement 
required. 
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Recommendation  #3 

We  recommend  the  commission: 

A.  Adopt  policies  which  clearly  define  and  restrict  bid 
addendums  to  changes  which  could  have  a  significant 
effect  on  project  bids. 

B.  Specify  the  method  and  require  acknowledgement  of 
contract  specification  addendums. 


Release  from  Bid  or  We  found  two  examples  where  contractors  requested  the 

Contract  commission  release  them  from  projects  which  they  had  been 

awarded  as  low  bidder.   The  commission  canceled  these  contract 
awards  and  re-awarded  each  project  to  the  second  low  bidder. 
Department  officials  stated  that  one  contractor  was  released  because 
the  department  believed  the  contractor  would  go  bankrupt  if  forced 
to  perform  the  contract.   The  officials  stated  that  the  other 
contractor  claimed  the  bid  specs  were  unclear  and  he  had 
misinterpreted  the  requirements  and  would  loose  substantial  money 
if  forced  to  perform.   In  these  cases  the  commission  incurred 
$929,766  and  $380,776  in  additional  contract  costs  by  awarding  to 
the  second  bidder. 

Commission  policy  does  not  provide  the  criteria  and  conditions 
under  which  a  contractor  may  be  released  from  a  bid,  an  award,  or 
a  contract.   Releasing  a  contractor  from  the  process  effects  the 
process  and  project  costs  differently  depending  upon  when  the 
release  occurs.   Withdrawing  a  bid  prior  to  bid  opening  may  have 
minimal  impact  on  the  process  if  another  qualified  bidder  has 
submitted  a  bid.   Releasing  a  contractor  after  bids  are  opened 
increases  the  cost  of  a  project  by  the  spread  between  the  low  bid 
and  the  ultimate  contract  award  amount.    Releasing  a  contractor 
after  award  or  during  the  contract  requires  rebidding  and  re- 
awarding  the  contract  with  potentially  significant  administrative  and 
project  cost  increases. 
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The  commission  should  develop  policies  and  procedures  that  set 
forth  the  conditions  for  releasing  contractors  from  the  process  at 
the  different  stages  of  the  process. 


Recommendation  #4 

We  recommend  the  commission  develop  policies  and 
procedures  governing  release  of  a  contractor  from  a  bid, 


award,  or  contract. 


Contract  Information  Not  The  commission  awarded  a  contract  to  a  bidder  who  obtained 

Provided  to  All  Bidders  contract  specification  information  which  was  not  available  to  all 

other  bidders.   When  the  contractor  inquired  about  one  of  the  bid 
items,  a  department  employee  told  the  contractor  that  item  would 
be  deleted  after  the  contract  was  awarded.  The  contractor  changed 
his  bid  prior  to  submission  to  $.01  per  unit  for  the  item  in  question 
based  upon  this  information.    Department  officials  said  the 
department  has  an  unwritten  rule  that  no  information  beyond  the 
contract  specifications  should  be  given  to  bidders. 

The  commission  has  no  formal  policies  and  procedures  that  address 
release  of  contract  specifications  not  included  in  the  bid 
information  distributed  to  all  bidders.   Awarding  a  contract  to  a 
bidder  who  had  information  about  the  contract  specifications  which 
was  not  available  to  all  bidders,  gives  that  bidder  an  unfair 
advantage  over  the  other  bidders  and  compromises  the  competitive 
bid  process.   During  deliberation  on  this  award,  the  commission 
was  advised  by  the  division  administrator  of  the  Federal  Highway 
Administration,  that  knowingly  awarding  a  contract  to  a  bidder 
who  had  any  advantage  over  all  other  bidders  clearly  violates 
federal  law  and  the  competitive  bid  process. 

Although  this  project  was  not  a  federal  aid  project,  we  believe  state 
competitive  bidding  statutes  are  based  on  the  premise  the  state  will 
not  give  any  bidder  an  advantage  over  other  bidders  in  a 
competitive  bidding  situation.   The  department  recommended  the 
commission  waive  this  issue  as  a  technicality.   The  administrator  of 
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the  highways  division  stated,  "If  the  second  bidder  had  been  closer, 
the  department  would  have  recommended  rejection,  but  there  is  a 
very  big  difference  between  the  low  and  second  bidder." 

The  department  made  an  error  in  supplying  information  to  one 
bidder  without  informing  all  bidders.   When  the  commission 
determined  one  bidder  had  an  advantage  it  should  have  rejected  all 
bids  and  re-advertised  the  project  with  revised  specifications  to 
ensure  it  gave  no  bidder  an  advantage  over  another. 


Recommendation  #5 

We  recommend  the  commission  establish  procedures  it  will 
use  when  it  is  aware,  prior  to  awarding  a  contract,  that  a 
bidder  received  information  from  the  department  which 
gives  the  bidder  an  advantage  over  other  bidders. 


Summary  The  proceeding  five  recommendations  address  specific  aspects  of 

the  highway  construction  contracting  process  that  we  believe  the 
Transportation  Commission  can  improve  by  establishing  policies 
and  procedures.   Formal  written  policies  and  procedures  can 
establish  the  process  and  decision  criteria  before  the  fact  and 
ensure  contractors,  department  officials,  and  commission  members 
have  a  clearer  understanding  of  the  process  and  decision  criteria. 

The  department  and  the  commission  are  currently  working  to 
simplify  and  automate  the  bid  process  to  reduce  bid  errors.   During 
the  period  January  1994  through  August  1995  the  commission 
considered  26  low  bids  which  had  errors  or  omissions  and  waived 
the  error  or  omission  and  awarded  the  contract  for  22  of  the  bids. 
In  the  other  four  cases  the  commission  rejected  the  low  bids  and 
awarded  the  contracts  to  the  second  low  bidders.   The  awards  to 
the  second  low  bidders  increased  the  cost  of  the  four  projects  by 
$676,884.   The  dollar  difference  between  the  22  low  and  second 
bids  on  which  the  commission  waived  the  error  or  omission  and 
awarded  the  contract  to  the  low  bidder  was  $1,845,000.   We 
believe  simplifying  the  process  has  the  potential  to  reduce  bid 
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errors  and  project  costs.   We  also  believe  the  commission  can 
reduce  errors  and  costs  of  the  contracting  process  by  establishing 
policies  and  procedures  which  clarify  and  document  the  process. 


Open  Me^ings  and 
Public  Notice 


The  Montana  Constitution  gives  the  public  the  right  to  expect 
governmental  agencies  to  afford  them  a  reasonable  opportunity  to 
participate  in  the  operation  of  the  agencies  prior  to  final  decisions 
being  made.   These  rights  include  the  opportunity  to  examine 
documents  or  observe  deliberations  of  public  bodies  or  agencies. 
The  only  exception  is  in  cases  where  individual  privacy  clearly 
exceeds  the  right  of  the  public  to  know.    Section  2-3-103,  MCA, 
requires  the  governor  insure  each  agency  develops  procedures  for 
encouraging  the  public  to  participate  in  agency  decisions  that  are  of 
significant  interest  to  the  public.   State  law  requires  these 
guidelines  be  adopted  as  rules  and  published  in  a  manner  which 
may  be  provided  to  a  member  of  the  public  upon  request.   Section 
2-3-201,  MCA,  defines  legislative  intent  that  Montana's  public 
agencies  exist  to  aid  in  the  conduct  of  the  peoples'  business.   It 
also  states  the  actions  and  deliberations  of  all  public  agencies  shall 
be  conducted  openly. 


Open  Meetings 


The  commission  meets  several  times  each  month  to  review  bids  and 
award  contracts  on  highway  projects,  approve  programs  and 
projects,  and  approve  the  allocation  of  funds  to  the  various  state 
highway  systems.   According  to  commission  meeting  minutes,  on 
March  3,  1994,  after  its  public  meeting,  the  commission  met  with 
department  officials  to  resolve  an  issue  relating  to  the  authority  of 
the  commission.    On  November  30,  1994,  the  commission  met  in 
executive  session,  again  with  department  officials,  to  discuss  two 
failed  highway  projects.   Each  of  these  meetings  was  closed  to  the 
public.   On  April  7,  1995,  we  attended  a  conference  call  in  which 
the  commission  awarded  two  contracts  to  low  bidders  after  waiving 
errors  and  omissions  in  the  bids.   The  commission  also  awarded  a 
third  contract  to  the  next  low  bidder  after  rejecting  the  low  bidder 
as  noiu-esponsive.   This  meeting  was  not  held  in  the  commission's 
meeting  room.   It  was  held  in  a  small  conference  room  with  the 
doors  closed  and  no  notice  in  the  building  that  a  public  meeting 
was  in  process  or  where  it  could  be  found. 
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Section  2-3-202,  MCA,  defines  "meeting"  as  convening  a  quorum 
of  the  members  of  the  commission  in  person  or  by  telephone  to 
hear,  discuss,  or  act  upon  a  matter  over  which  the  commission  has 
supervision,  control  or  advisory  power.   We  believe  the  above 
meetings  should  have  been  open  to  the  public.   By  closing  the  two 
meetings  the  commission  deprived  the  public  of  its  right  to 
participate  in  the  operation  of  the  commission.    By  holding  the 
conference  call  meeting  with  the  doors  closed  and  without  any 
notice  the  commission  did  not  comply  with  the  open  meeting  law. 

Department  officials  stated  they  were  not  aware  the  commission 
meetings  needed  to  be  open  to  the  public  in  cases  such  as  meetings 
with  the  director  where  discussions  but  no  official  action  was 
taken. 


Recommendation  #6 

We  recommend  the  commission  ensure  it  conducts  public 
meetings  as  open  meetings  in  accordance  with  state  law. 


Public  Notice  State  agencies,  commissions  and  boards  are  required  by  law  to  give 

adequate  public  notice  of  all  public  meetings  by  having  a 
newspaper  of  general  circulation  in  the  area  affected  carry  a  news 
story  or  advertisement  concerning  the  meeting.   The  department 
did  not  issue  a  press  release  for  its  April  5  and  6,  1995, 
commission  meeting.   The  department  does  not  issue  notice  of 
telephone  conference  call  meetings  where  the  conunission  often 
awards  contracts  and  decides  issues  in  which  the  public  has  a  right 
to  participate.   We  also  found  the  October  1,  1993,  meeting  of  the 
Aeronautics  Board  was  not  noticed  prior  to  the  meeting. 

The  public  affairs  officer  stated  the  press  release  for  the 
April  5  and  6  meeting  was  not  prepared  due  to  an  oversight.   He 
explained  further  that  he  has  never  issued  notice  of  telephone 
conference  call  meetings  as  he  was  not  aware  notice  was  required. 
The  department  uses  press  releases  to  give  notice  to  the  public; 
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however,  department  officials  were  not  aware  their  press  releases 
were  not  being  published  in  the  newspapers. 

The  department's  procedure  for  providing  public  notice  of 
commission  meetings  is  to  send  press  releases  to  daily  and  weekly 
newspapers  and  to  post  notice  on  several  electronic  bulletin  boards 
to  be  picked  up  by  the  news  organizations.   At  our  request,  the 
department's  public  affairs  section  researched  the  publishing  of  its 
press  releases  and  could  not  find  any  evidence  its  releases  had  been 
printed.   In  order  to  ensure  public  notice  is  given  as  required  by 
law,  the  department  may  have  to  purchase  space  in  newspapers. 

Section  2-3-103,  MCA,  requires  adequate  notice  be  given  to  the 
public  and  requires  procedures  be  developed  by  each  state  agency 
to  assure  adequate  notice.   By  ensuring  they  notify  the  public  of  the 
commission  meetings,  the  commission  and  the  department 
guarantee  the  public  its  right  to  participate  in  the  operation  of  the 
commission.    Department  persormel  estimate  an  annual  cost  of 
between  $30,000  and  $60,000  to  publish  the  meeting  notices. 


Recommendation  #7 

We  recommend  the  department  develop  procedures  to 
provide  adequate  public  notice  is  given  for  all  public 
meetings  as  required  by  law. 


Public  Meeting  Minutes  Section  2-3-212,  MCA,  requires  appropriate  minutes  of  all  public 

meetings  be  kept  and  be  available  for  public  inspection.   We 
determined  minutes  for  the  Aeronautics  Board  and  the  commission 
were  not  always  recorded.   We  found  the  October  1,  1993  meeting 
of  the  Aeronautics  Board  had  no  recorded  minutes.   The 
Transportation  Commission  frequently  meets  in  formal  work 
sessions  on  the  day  prior  to  the  official  public  meeting.   Notes  are 
made  of  the  proceedings;  however,  these  are  not  transcribed  and 
made  available  for  public  inspection.   Without  appropriate  minutes 
the  department  has  no  written  record  documenting  matters 
proposed,  discussed  or  decided  at  public  meetings.    By  maintaining 
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appropriate  minutes  the  department  ensures  it  is  upholding  the 
public's  right  to  inspect  documents  relating  to  the  operation  of  state 
agencies. 


Department  officials  stated  they  were  not  aware  minutes  were 
required  if  action  was  not  taken  on  the  issues,  which  is  the  case  in 
the  work  sessions  of  the  commission.    Aeronautics  officials  stated 
they  did  not  consider  the  October  1993  meeting  official  because  all 
board  members  were  not  present.   However,  a  quorum  of  five  of 
the  nine  members  was  present. 


Recommendation  #8 

We  recommend  the  department  ensure  appropriate 
minutes  are  recorded  and  available  for  public  inspection  in 
accordance  with  state  law. 


Aeronautics  Loan  The  Department  of  Administration  (DofA)  paid  approximately 

Program  $1 10,000  from  the  state's  General  Fund  to  cover  a  shortfall  on 

Series  1983B  and  1985A  Long  Range  Building  Program  general 
obligation  bonds.   The  bonds  were  issued  for  the  purpose  of 
providing  loans  to  local  and  state  govenmient  agencies  for  airport 
improvement  projects. 

The  Aeronautics  Division  (division)  requested  funding  from  the 
1983  and  1985  Legislatures  to  provide  loans  to  local  and  state 
goverimient  agencies  for  airport  improvement  projects.   The 
legislature  authorized  the  Board  of  Examiners  (consisting  of  the 
Governor,  Secretary  of  State,  and  the  Attorney  General)  to  issue 
general  obligation  bonds.   A  portion  of  the  bond  proceeds  were  to 
be  used  for  this  purpose.   The  1983  and  1985  legislation  requires 
all  loans  must: 

~     bear  an  interest  rate  that  fully  retires  the  long-range  building 
bonds  issued  under  the  authorization  provided  by  the 
legislature. 
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~     mature  not  later  than  such  bonds,  and 

~     include  reimbursement  of  administrative  costs. 

The  1987  Legislature  extended  the  expiration  date  of  the  loan 
program  for  two  years  through  June  30,  1989.   The  legislation 
required  any  excess  bond  proceeds  be  retained  in  the  special 
revenue  account  to  be  invested  and  the  income  be  used  to  retire  the 
debt. 

The  Board  of  Examiners,  issued  $1.3  and  $1.7  million  of  general 
obligation  bonds  during  1983  and  1985,  respectively,  to  provide 
loans  to  airports.   DofA  entered  into  a  memorandum  of 
understanding  with  the  Department  of  Conuperce  (where  the 
Aeronautics  Division  was  located  until  July  1,  1991,  when  it  was 
transferred  to  the  Department  of  Transportation)  for  each  of  the 
bond  issues.   Each  memorandum  reiterates  the  requirements  of  the 
1983  and  1985  legislation. 

Approximately  $210,000  of  the  1983B  and  $880,000  of  the  1985A 
bond  proceeds  were  not  loaned  to  airports.   Division  personnel 
noted  considerations  which  contributed  to  this  were: 

—  The  loan  programs  were  authorized  for  two  year  intervals, 
except  the  1985  loan  program  which  was  extended  for  an 
additional  two  years. 

-  The  loans  were  to  mature  no  later  than  the  bonds.   With  this  in 
mind,  the  more  time  that  expired  before  the  loan  was  made, 
the  shorter  the  period  to  repay  the  loan  would  be.   Division 
personnel  noted  it  is  hard  for  an  airport  to  pay  a  loan  over  a 
short  period  with  the  limited  budgets  they  have. 

In  accordance  with  the  1987  legislation,  the  proceeds  which  were 
not  loaned  to  airports  were  invested  by  DofA.   DofA  officials 
noted  a  majority  of  the  proceeds  were  invested  in  the  state's  short 
term  investment  pool  (STIP)  because  the  need  to  make  bond 
payments  limited  the  money  which  could  be  invested  in  longer 
term,  higher  yielding  investments.   The  following  comparison 
displays  that  at  times  STIP  was  not  earning  enough  interest  to  make 
the  bond  interest  payments. 
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ST  IP 

1983  Bond 

1985  Bond 

Year 

Yield 

Interest  Rate 

Interest  Rate 

1984 

10.60% 

6.00% 

N/A 

1985 

10.10% 

6.00% 

N/A 

1986 

8.25% 

6.40% 

7.70% 

||^7Ps;M 

^m^^^<,^^^^-:->-^'^>: 

mmm-''^:j^::rmmmmm; 

mf-':'-'--'-Wmi(. 

1988 

7.06% 

6.90% 

5.75% 

1989 

8.62% 

8.20% 

6.25% 

1990 

8.69% 

7.40% 

6.70% 

1991 

7.60% 

7.60% 

6.85% 

1992 

5.28% 

7.75% 

7.005S 

1993 

3.58% 

7.90% 

7.20% 

1994 

JS.54% 

S.00% 

7.40% 

Another  factor  which  contributed  to  the  shortfall  was  the 
Aeronautics  Division  did  not  include  a  clause  in  the  loan 
agreements  which  recovered  a  penalty  for  early  repayment  of 
airport  loans.   Several  loans  were  paid  off  early  and  the  airports 
were  only  required  to  pay  the  remaining  principal  outstanding  plus 
interest  to  date  of  payment.   A  total  of  six  loans  were  paid  off 
early.   The  interest  rates  for  the  remainder  of  the  loan  periods 
ranged  from  7.7  percent  to  8  percent  while  STIP  rates  were  as  low 
as  3.54  percent.   As  previously  noted,  the  original  legislation  and 
the  memos  of  understanding  note  the  loans  should  bear  an  interest 
rate  that  fully  retires  the  bonds  authorized.   By  allowing  the 
borrowers  to  pay  off  the  loan  early  with  no  penalty,  the  interest  did 
not  fully  retire  the  bonds  issued.   The  Aeronautics  Board  could 
have  avoided  these  losses  with  a  prepayment  penalty  or  an 
alternative  mechanism  to  ensure  recovery  was  adequate  to  repay 
the  general  obligation  bonds. 

State  law  provides  that  an  amount  equal  to  one  cent  per  gallon  of 
aviation  fuel  be  deposited  in  the  department's  state  Special  Revenue 
Fund  for  the  sole  purpose  of  carrying  out  its  functions  pertaining  to 
aeronautics.   This  revenue  is  recorded  in  the  Aeronautic's  Division 
account.   Another  one  cent  per  gallon  is  to  be  deposited  in  the  state 
Special  Revenue  Account  to  provide  loans  to  local  and  state 
agencies.   This  revenue  is  placed  in  the  Aeronautical  Loan  account. 
We  reviewed  the  Aeronautics  Division  state  Special  Revenue  Fund 
accounts  at  fiscal  year-end  1994-95  and  believe  these  accounts 
should  have  been  used  to  pay  the  shortfall  on  the  bonds  issued  for 
the  airport  loan  program: 
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Cash  Fund 

Balance         Balance 

Aeronautics  Division  Account  $463,181  $404,023 

Aeronautical  Loan  Account  $207,857  $270,350 

Since  the  funds  requested  from  the  1983  and  1985  legislatures  were 
for  the  purpose  of  providing  loans  to  local  and  state  government 
agencies  for  airport  improvement  projects,  the  payment  of  the 
shortfall  qualifies  for  payment  from  either  account. 


Recommendation  ff9 

We  recommend  the  Department  of  Transportation 
reimburse  the  General  Fund  for  the  $110,000  shortfall  on 
the  1983B  and  1985A  bond  payments  for  the  airport  loan 
program. 


Compensatory  Time  The  Aeronautics  Division  (division)  has  statutory  responsibility  for 

conducting  air  search  and  rescue  missions  in  Montana.   This 
responsibility  requires  at  least  one  division  employee  to  be  on  call 
24  hours  a  day,  7  days  a  week.   The  division  has  developed  an 
informal  and  unwritten  policy  on  employee  compensation  while  on 
call.   The  policy  provides  employees  four  hours  of  "division  com- 
pensatory time"  for  each  day  they  are  on  call  in  addition  to  their 
regular  work  shift.   If  an  employee  is  on  call  while  at  work,  the 
division  considers  this  part  of  the  employee's  duties  included  in  his 
or  her  regular  compensation. 

The  "division  compensatory  time"  given  to  employees  is  not 
recorded  on  the  state's  payroll  records.   This  practice  causes 
employees  to  submit  inaccurate  time  sheets  and  results  in  inaccurate 
official  payroll  records  for  the  state.   When  employees  use 
"division  compensatory  time,"  they  record  on  their  official  time 
sheet  that  they  worked  for  a  whole  day  even  though  they  were  not 
at  work.   The  balance  of  "division  compensatory  time"  at  June  30, 
1995,  was  in  excess  at  530  hours. 
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Division  officials  said  they  do  not  record  "division  compensatory 
time"  on  the  state's  payroll  records  because  it  will  not  track  this 
time  the  same  for  exempt  and  non-exempt  employees  due  to  Fair 
Labor  Standards  Act.  The  Fair  Labor  Standards  Act  limits  comp 
time  for  overtime  and  generally  requires  payment  of  overtime  for 
nonexempt  employees. 


Recommendation  ^10 

We  recommend  the  department: 

A.  Determine  if  "On  Call  Pay"  will  be  authorized. 

B.  If  authorized,  develop  a  formalized  compensation 
policy  for  on-call  air  search  and  rescue  employees  that 
complies  with  applicable  laws. 

C.  Record  compensatory  time  on  the  state's  payroll 
records. 


Administrative  Rules  The  Montana  Constitution  states  all  executive  branch  agencies  and 

their  respective  functions,  powers,  and  duties,  shall  be  specified  by 
law  to  provide  an  orderly  arrangement  in  the  administrative 
organization  of  state  government.   The  Montana  Administrative 
Procedure  Act,  contained  in  Title  2,  chapter  4  of  the  Montana 
Code  Annotated,  provides  a  framework  for  executive  branch 
agencies  to  meet  this  constitutional  mandate.   The  primary  purpose 
of  the  act  is  to  make  the  rules  of  the  executive  branch  agencies 
available  to  the  public  in  a  convenient,  current,  and  concise  form. 
These  rules  are  known  as  the  Administrative  Rules  of  Montana. 
Each  affected  agency  is  responsible  for  the  preparation  of  its 
portion  of  the  rules. 

Section  2-4-201,  MCA,  states,  in  part  ".  .  .in  addition  to  other  rule 
making  requirements  imposed  by  law,  each  agency  shall  adopt 
rules  of  practice  which  are  not  inconsistent  with  statutory 
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provisions  setting  forth  the  nature  and  requirements  of  all  formal 
and  informal  procedures  available.  .  ." 

During  our  review  of  the  department's  administrative  rules  we 
noted  the  following: 

~     The  department  has  not  updated  rules  related  to  motor  fuels 
taxes  for  changes  resulting  from  the  1993  regular  and  special 
legislative  sessions.   Section  15-70-104,  MCA,  requires  the 
department  to  establish  rules  related  to  motor  fuels  taxes. 
Department  personnel  noted  the  rules  did  not  get  updated 
because  of  special  session  timing  and  staff  turnover  within  the 
department. 

-  Sections  15-70-105  and  15-71-110,  MCA,  require  the 
department  to  adopt  rules  related  to  the  write-off  of  motor 
fuels  taxes,  penalty,  and  interest.   By  adopting  rules  for  the 
write-off  of  taxes,  penalty,  and  interest,  the  department  can 
ensure  all  taxpayers  are  being  treated  equally.   Department 
personnel  stated  they  were  not  aware  that  rules  were  required 
by  the  statute. 

-  Section  2-15-2506,  MCA,  lists  qualifications  required  for 
members  of  the  Board  of  Aeronautics.   The  department's  rules 
specifying  the  make-up  of  the  Board  of  Aeronautics  differs 
from  the  statute.   Aeronautics  division  personnel  noted  the 
department  is  in  the  process  of  ensuring  all  rules  are  up  to  date 
and  they  were  aware  of  the  inconsistency.   The  inconsistency 
was  a  result  of  1993  legislation  which  changed  the  statute. 
The  make-up  of  the  current  Board  of  Aeronautics  is  in 
compliance  with  the  statute. 

~     The  department  licenses  gasoline  distributors  and  special  fuel 
dealers.   As  part  of  the  licensing  process,  the  distributor  or 
dealer  must  file  security  with  the  department.   Sections  15-70- 
202  and  341,  MCA,  relating  to  gasoline  and  special  fuel 
distributors,  require  distributors/dealers  to  file  security  with  the 
department  in  an  amount  to  be  determined  by  the  department. 
The  required  amount  of  security  may  not  exceed  twice  the 
estimated  amount  of  motor  fuels  taxes  the  distributor  will  pay 
to  the  state  each  month. 

The  department's  rules  related  to  security  to  be  filed  by 
gasoline  distributors  note  the  amount  of  security  shall  be 
equivalent  to  twice  the  distributor's  estimated  monthly  gasoline 
tax,  but  never  less  than  $2,000  and  in  no  case  greater  than 
$100,000  except  in  limited  instances.  The  rules  for  special 
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fuel  dealers  use  the  same  requirements  except  with  a  $1,000 
minimum. 

As  noted,  the  laws  limit  the  security  to  twice  the  estimated 
taxes.    The  department  rules  establishing  minimums  would  not 
comply  with  the  law  in  those  instances  where  twice  the 
estimated  taxes  would  be  less  than  the  minimum  set  forth  in 
the  rules.   If  the  department  desires  to  set  minimum  security 
amounts  for  gasoline  distributors  or  special  fuel  dealers,  the 
statutes  should  be  amended. 

The  department's  Legal  Services  Bureau  is  currently  in  the  process 
of  updating  various  sections  of  the  administrative  rules.   These 
sections  include  the  organizational  rule,  outdoor  advertising 
regulations,  motor  carrier  services  regulations,  and  motor  fuels 
regulations. 


Recommendation  m 

We  recommend  the  department  establish  and  revise 
administrative  rules  in  accordance  with  state  law. 


Intomal  Controls  During  our  previous  audit  we  noted  several  issues  relating  to  the 

department's  internal  controls.   Internal  controls  are  established  to 
provide  management  with  reasonable,  but  not  absolute,  assurance 
that  use  of  resources  is  consistent  with  laws,  regulations  and 
policies.   The  control  system  should  also  provide  reliable  data  and 
assure  management  reports  are  fairly  disclosed.   The  following 
sections  address  areas  where  internal  controls  should  be  improved 
to  reduce  the  risk  of  errors  and  irregularities  occurring  and  not 
being  detected  and  corrected  on  a  timely  basis. 
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Review  and  Approval  of  The  department  has  established  transaction  processing  procedures 

Transactions  to  help  reduce  the  risk  of  undetected  errors  or  irregularities.   These 

procedures  include,  but  are  not  limited  to  the  following: 

~     The  person  entering  a  transaction  is  to  review  the  vendor 
invoice  file  to  determine  if  the  invoice  has  already  been  paid. 

—  Prior  to  approving  a  transaction  for  payment,  the  person 
reviewing  the  document  should  verify  the  transaction  amount, 
description,  payee  name  and  address,  coding,  and  mathematical 
accuracy  based  upon  the  accompanying  support. 

We  reviewed  several  transactions  and  noted  the  following: 

—  During  August  1994,  the  department  input,  authorized  and 
issued  a  vendor  payment  for  $10,200,000.   The  invoice 
amount  was  $10.20.   The  document  was  reviewed  and 
approved  by  two  separate  individuals;  however,  one  reviewer 
stated  he  did  not  review  the  supporting  documentation.   The 
department  detected  and  corrected  the  error  prior  to  mailing 
the  warrant  because  of  the  large  dollar  amount  involved. 

The  department  installed  edits  in  its  claims  system  during  fiscal 
year  1993-94  to  restrict  the  amount  that  can  be  charged  to 
specific  cost  centers  for  noncontractor  payments.   However, 
the  error  noted  above  occurred  because  the  amount  the 
approving  bureau  could  authorize  was  not  restricted. 

—  Based  on  a  prior  audit  recommendation,  we  reviewed  transfer 
warrants  claims  cancelled  by  the  department  for  fiscal  years 
1993-94  and  1994-95.   The  department  cancelled  75  warrants 
totalling  $459,709  during  fiscal  year  1993-94  and  64  warrants 
totalling  $113,930  during  fiscal  year  1994-95.   The  warrants 
were  cancelled  for  a  variety  of  reasons  including  duplicate 
payment,  incorrect  payee  and  incorrect  dollar  amount. 

The  department  implemented  an  edit  on  its  claims  system  during 
fiscal  year  1993-94  to  check  for  duplicate  payments.   This  edit 
compares  the  invoice  number  to  a  vendor  invoice  file  and  does  not 
allow  for  payment  of  the  same  invoice  twice.   From  July  1994 
through  June  1995  the  department  cancelled  25  warrants  totaling 
$4,958  due  to  duplicate  payments  being  issued.   This  was  after  the 
new  edits  had  been  established  on  the  computer  system.   If 
department  transaction  processing  procedures  are  not  followed, 
system  edits  will  not  properly  detect  duplicate  payments.   We  did 
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not  determine  how  many  warrants  were  incorrectly  written  and  not 
returned. 


Recommendation  #12 

We  reconmiend  the  department  continue  to  develop  and 
implement  procedures  to  ensure  transactions  are  properly 
reviewed  and  approved. 


Motor  Carriers  Cash  The  department's  Motor  Carrier  Services  (MCS)  Division 

Receipt  Controls  administers  state  statutes  concerning  gross  vehicle  weight  permits, 

special  permits,  fleet  licensing,  new  car  sales  tax,  and  international 
registration.   The  division  includes  the  Licensing  and  Enforcement 
Bureau.   The  Licensing  Bureau  issues  over  40,000  special  permits 
aimually.   The  Enforcement  Bureau  consists  of  92  sworn  peace 
officers  who  operate  portable  and  permanent  weighing  facilities. 
These  officers  enforce  laws  relating  to  commercial,  size  and 
weight,  registration,  drivers  licenses,  fuel  tax,  operating  authority, 
driver  and  equipment  safety,  permit  fee  and  tax  requirements,  and 
hazardous  materials.   We  reviewed  the  department's  controls  over 
the  sales  of  licenses  and  special  permits  and  offer  the  following 
suggestions. 

On  June  16,  1995,  the  department  notified  our  office  that  revenue 
from  the  sale  of  MCS  permits  was  missing  and  theft  was  suspected. 
The  department  asked  us  to  assist  in  determining  the  extent  of 
missing  permit  revenue.   The  department  also  asked  us  to  review 
its  licensing  and  permit  sales  and  revenue  collection  system  to 
identify  weakness  and  recommend  control  enhancements.   Our 
preliminary  review  of  department  records  indicated  that  one 
officer's  permit  sales,  totalling  in  excess  of  $5,700  and  occurring 
from  March  11,  1995,  through  June  9,  1995,  were  not  received  by 
the  department.    Although  department  officials  were  aware  this 
officer  was  behind  on  some  paperwork,  they  did  not  discover  the 
missing  money  until  mid-June.    Department  records  clearly  show 
the  officer  sold  permits  for  three  months  without  depositing  the 
receipts. 
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The  department  is  currently  implementing  the  automated  Montana 
Tax  and  Revenue  System  (MOTRS)  which  is  designed  to  improve 
monitoring  of  the  permitting  process.   However  full 
implementation  of  the  MOTRS  system  will  not  be  complete  for  two 
years.   The  department  should  develop  interim  procedures  to 
improve  its  controls  over  its  license  and  permit  sales. 

The  department  can  improve  its  monitoring  of  the  sales  of  licenses 
and  permits  and  the  timely  deposit  of  the  resulting  cash  receipts  by 
implementing  the  following  procedures: 

—  The  department  should  provide  a  method  to  allow  each  days 
hand  written  permits  to  be  recorded  along  with  the  computer 
generated  permits.   This  would  provide  total  daily  permit  sales 
by  officer  to  facilitate  a  timely  reconciliation  of  the  associated 
permit  sales  revenue  as  it  is  received. 

—  The  department  should  require  each  MCS  officer  to  prepare  a 
deposit  ticket  for  each  day's  receipts  and  deposit  the  money  in 
accordance  with  state  deposit  laws.   This  would  enable  the 
department  to  balance  a  day's  receipts  on  a  separate  deposit 
ticket  to  the  daily  upload  of  the  officer's  permit  sales. 

~     The  department  should  utilize  its  computer  permit  system  to 
detect  late  deposits  and  follow  up  with  timely  corrective  action 
for  the  majority  of  its  officers  who  have  access  to  the 
automated  system  .   The  department  should  review  the  weekly 
recap  for  those  officers  who  do  not  have  access  to  the 
automated  permit  system  to  determine  if  those  officers  deposit 
all  cash  receipts  on  a  timely  basis. 

—  When  the  MCS  Enforcement  captains  visit  field  locations  they 
should  monitor  MCS  officer's  compliance  with  department 
permit  sales  and  deposit  procedures  by  ensuring  daily  permit 
sales  uploads  and  cash  deposits  are  complete  for  each  day's 
sales.   On  site  surprise  cash  counts  would  also  help  determine 
all  cash  is  handled  properly. 

—  The  department  should  ensure  its  computerized  permit  system 
prints  only  three  copies  of  each  permit.   Printing  more  than 
three  copies  of  a  permit  could  allow  an  officer  to  collect  permit 
fees,  give  one  copy  to  the  carrier,  void  three  copies  and  submit 
them  to  department  headquarters  and  keep  the  cash. 

—  All  three  copies  of  void  permits  should  be  sent  to  the 
department  with  each  day's  permit  sales  paperwork.   This 
would  ensure  that  one  copy  of  the  void  was  not  issued  and  the 
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permit  revenue  misappropriated.   The  department  has  identified 
instances  where  this  has  occurred. 

The  department  should  regularly  run  a  comparison  of  permits 
sold  to  deposits.    The  department  can  use  its  current 
computerized  permit  system  to  identify  late  deposits  by  officer 
badge  number  and  take  corrective  action.   This  software 
program  was  available,  and  would  have  detected  missing  or 
late  deposits  within  weeks  if  the  department  had  used  it. 


Recommendation  ^13 

We  recommend  the  department  improve  its  monitorii^  of 
the  sales  of  licenses  and  permits  and  the  timely  deposit  of 
the  resulting  cash  receipts. 
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Montana  _ 

LogislatiVB  Legislative  Audit  Division 

BtanCh  scon  a.  Seacat,  Legislative  Auditor 


INDEPENDENT  AUDITOR'S  REPORT 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of 
Transportation  for  each  of  the  two  years  ended  June  30,  1994  and  1995,  as  shown  on  pages 
A-5  through  A-15.   The  information  contained  in  these  schedules  is  the  responsibility  of  the 
department's  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards. 
Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  free  of  material  misstatement.    An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial 
schedules.  An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule 
presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis 
of  accounting  other  than  generally  accepted  accounting  principles.   The  schedules  are  not 
intended  to  be  a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities, 
and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of 
Transportation  for  the  two  years  ended  June  30,  1994  and  1995,  in  conformity  with  the  basis 
of  accounting  described  in  note  1 . 


Respectfully  submitted. 


fames  Gillett,  CPA 
Deputy  Legislative  Auditor 

September  15,  1995 
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DEPARTMENT  OF  TRANSPORTATION 


SCHEDULE  OF 
FOR  THE 

CHANGES  IN  FUND  BALANCES/RETAINED  EARNINGS 
TWO  FISCAL  YEARS  ENDED  JUNE  30.  1995 

General 
Fund 

Special 

Revenue 

Funds 

$  89.079.003 

Debt 
Service- 
Funds  ^ 

$  6.970.836 

Enterprise 
Funds 

Internal 

Service 

Funds 

$40,200,369 

Expendable 
Trust  Funds 

$   220.582 

Nonexpendable 
Trust  Funds 

FUND  BALANCE/RETAINED  EARNINGS:  July  1.  1993      $     0 

$   435.993 

$243,585 

ADDITIONS 
Fiscal  Year  1993-94 

Budgeted  Revenue  &  Transfers  In                181,017 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 

370,758,709 

(7,291,693)'* 

131,514 

937,560 

705,128 

18,231,880 

61,960 

15,945,932 

2,696 
13,121 

28.390 
1,689,515 

8,578 

Fiscal  Year  1994-95 

Budgeted  Revenue  &  Transfers  In                22,242 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance/Retained  Earnings 

Prior  Year  Transfers- In  Adjustments 

363,438,542 

186,321 

(4) 

3,473,913 

2,552,739 

58,376,187 

82,446 

6.726 
151.132 

15,930,643 
118,753 

201,867 

47,369 

13,187 

Total  Additions                          203,259 

754,892.729 

76.608.067 

32.213,012 

1,765,274 

21,765 

REDUCTIONS 
Fiscal  Year  1993-94 
Budgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Support  to  State  of  Montana 
Cash  Transfers  Out 

Nonbudgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Retained  Earnings 

Fiscal  Year  1994-95 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 

Support  to  State  of  Montana 

Nonbudgeted  Expenditures  &  Transfers  Out 

Cash  Transfers  Out 

Prior  Year  Transfers-Out  Adjustments 

Prior  Year  Revenue  Adjustments 

Nonbudgeted  Prior  Year  Expenditure  Adjustments 

Total  Reductions 

FUND  BALANCE/RETAINED  EARNINGS:  June  30,  1995 

.  See  note  5  on  page  A- 12. 

-  See  note  6  and  7  on  pages  A-12  and  A-14. 

See  note  8  on  page  A-15. 

See  note  10  on  page  A-15. 


127,859 

306 
52,852 


9,826 

95 
12,321 


338,179,333' 


17,025,310 


347,062,163'= 


10.741,776 


39,995,307^   58,988,462 
21,761,503 

6,726 

1,668 


764,032.010    69,730.238 
S  59.939,722   $13.848,665 


54,389    16,379,900 


829 
2,043 

269 
9,000 


54,169 


11,881 
4 


132.584 


1,096,543 
(1,707,788) 
391,412 


16,042,160 

1,001 

31,762 


35 
(2.296.822) 
29.938.203 


$454,541   $42,475.173    $1.985.856 


27,256 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
beginning  on  page  A-9. 
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Fiscal  Year  1994-95 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

ENTERPRISE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


DEPARTMENT  OF  TRANSPORTATION 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1995 


L 1  censes 

and 
Permits 


$    20,000 
22.242 


Taxes 


Charges 

For 
Services 


2.242 


$26,857,441  $170,231,698 
29.236.296   162.656.491 


$   793,400 
1.584.604 


(534) 


$12,460,950 
15.177.822 

$  2.716.872 


Investment 
Earnings 


$1,000 
2.265 


$  2.378.855  $  (7.575.207)  $   791.204    $1.265 


6,500 
5.966 


Federal 

Indirect 

Cost 

Recoveries 


$17,145 
11.812 


Sale  of 
Docunents  &. 
Merchandise 


Rentals, 
Leases  & 
Royalties 


$23,696,767    $102,500 
13^966,672     104.171 


$(9.730.095) 


$   650,000 
752.821 

$   102.821 


$  1.671 


$  46,000 
47.439 

$  1.439 


Miscellaneous 


$350,000 
331.770 


$  8,000 
14.042 

$  6^042 


$  2,000 
0 


Grants, 

Contracts,  & 

Donations 


$302,584 
205.285 


Income 
Collections 
&  Transfers 


$16,045,846 
16.904.492 


$ 

858.646 

$ 

12,000 
14.999 

$_ 

2.999 

Federal 


$165,330,549 
138.434.684 


Total 


$     20,000 
22.242 

$     2.242 


$403,728,930 
363.438.542 


$(26.895.865)  $(40.290.388) 


72,500 
82.446 


9,946 


$  13,112,950 
15.930.643 

$  2.817.693 


Fiscal  Year  1993-94 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

ENTERPRISE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


20,000  $ 
20.497 


497  $ 


65,487 
160.520 


95.033 


$25,068,551  $135,493,895  $   753,650 
27.687.913   165.048.497    1.449.143 

$  2.619.362  $  29.554.602  $   695.493 


5,000 
5.480 


480 


$13,791,800 
15.248.347 

$  1.456.547 


1 


See  note  6  and  7  on  pages  A-12  and  A-14. 


$  1,000 
0 


$15,585 
13.201 


$23,437,990 
13.544.499 

$(9.893.491) 


564,500 
697.585 

133.085 


$102,500 
61.318 


$  39,000 
42.994 

$  3.994 


$350,000 
280.251 


8,000 
6.760 


$  282,526 
168.472 

$(114.054) 


$14,625,413   $178,042,010 
10.010.642    152.494.773 


85,487 
181.017 


95.530 


$378,173,120 
370.758.709 


$(4.614.771)  $(25.547.237)  $  (7.414.411) 

$ 

$    (5.274) 


12,000 
6.726 


$    64,000 
61.960 

$     (2.040) 


$  14,358,300 
15.945.932 

$  1.587.632 


See  note  7  on  page  A-14. 
This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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DEPARTMENT  OF  TRANSPORTATION 


General 
Operations 

$  3,666,090 

951.254 
4.617.344 

2,573,756 
434,534 
372,323 
134,411 
42,064 
2,272 
135,874 
291,147 

SCHEDULE 

OF  BUDGETED  PROGRAM  EXPENDITURES  &  TRANSFERS 

OUT 

BY  OBJECT  &  FUND  -  BUDGET  & 

ACTUAL 

Transportation 
Planning 
Division 

Construction 

$  22,831,967 

9,000 

5,810.162 

28.651.129 

153,280,621 

1,052,695 

367,940 

1,400,505 

1,894,591 

32,009 

911,824 

223,794 

82 

159.164.061 

1,763,687 

220.872 

1.984.559 

4,499,966 

8,700 

677.501 

5.186.167 

54,000 
63,583 

Maintenance 

$17,603,422 

5.938.184 
23.541.606 

6,167,579 

1,480,694 

227,839 

180,846 

12,034,282 

1,647,332 

13,756,162 

158,612 

93 

35.653,439 

825,859 

FOR  THE  FISCAL  YEAR  ENDED  JUNE 

30,  1995 

Motor 
Carrier 
Services 
Division 

$2,590,546 

702,889 
3,293,435 

30,218 

62.017 

111,889 

119.537 

149,774 

46,235 

32,956 

110,131 

Aeronautics 

$235,622 

1,880 

67,093 

304,595 

128,962 
42,026 
11,116 
21,807 
15,319 
21,350 
53,897 
13,892 
14.707 

323.076 

31,068 

State 
Motor 
Pool 

$114,734 

40.506 
155.240 

98,053 

174,962 

1,839 

8 

4,284 

5,115 

56,829 

1,646 

Equipment 

$  3,209,202 

1.104.693 
4,313,895 

1,275,253 

2,482,879 

8,794 

38,159 

5,736 

52,966 

2,033,092 

82,865 

Interfund 
Transfers 

$34,775,579 
34,775,579 

$34,775,579 

Stores 
Inventory 

$    34,538 
(35.408) 

(72.670) 

257.275 

20,477.378 
20.661.113 

$20,661,113 

Total 

PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Conmunications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 

$1,358,305 

339,653 
1,697,958 

1,141,142 

68,029 

54,750 

123,327 

65,860 

383 

199 

62,139 

$  51,609,888 

10,880 

14,954.434 

66.575.202 

164,730,122 

5,762,428 

1,156,490 

2,018,600 

14,139,240 

1,807,662 

17,238,108 

944,226 

20.492.260 

Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 

3.986.381 

366,457 

11.417 
377.874 

16,787,000 

342.736 
276,644 

5,979,744 
4,973,901 

662,757 
40,418 

1,515,829 
45,552 

228.289.136 

8,323,586 
232.289 

Total 

CAPITAL  OUTLAY 
Land  &  Interest  In  Land 
Buildings 
Other  Improvements 

825.859 

103,895 
195,553 

276.644 

$774,620 

$774,840 

774.620 

$    220 

4,973,901 
$15,267,540 

40,418 
$3,996,610 

31.068 

212.046 
212.046 

66,979 

45,552 

996,924 
1,078,232 

179,038 
2,254,194 

$5,513,533 

8.555.875 

4,603,861 
204,253 
677.501 

Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 

GRANTS 

From  State  Sources 
From  Federal  Sources 
From  Other  Sources 

299.448 
$60,320,352 

5.485.615 

212.046 
212.046 

17,904,903 

1,141,815 

179.038 

Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

DEBT  SERVICE 
Bonds 

Installment  Purchases 
Total 

TOTAL  PROGRAM  EXPENDITURES 

16.787.000 

29,570 

4.540 

34.110 

$25,802,709 

117,583 
$195,103,499 

66.979 

14.999 
14,999 

$952,763 

$986,774 

898,594 

$  88,180 

$  74,717 

54,169 

$  20,548 

19,225,756 

34.790,578 
34,790,578 

29.570 

4,540 

34,110 

$363,168,318 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$26,945,574 

25.802.709 

$  1,142,865 

$216,541,769 

195.103.499 

$  21,438.270 

$60,842,945 

60.320.352 

$   522.593 

$15,446,106 

15,267.540 

$   178,566 

$35, 
$ 

,292, 
,775, 
516, 

,010 
,579 
,431 

$21,337,892 

20.661.113 

$   676.779 

$4,108,743 

3,996,610 

$  112,133 

$   32,349 

9,826 

$   22,523 

$    32.349 

9.826 

$     22.523 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$6,416,317 

5.503,707 

$  912,610 

$372,472,024 

347.062.163 

$  25.409.861 

ENTERPRISE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

$     74.717 

54.169 

$     20.548 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspeot  Budget  Authority 

$  16.220.946 

16.042.160 

$    178.786 

See  note  7  on  page  A- 14. 
This  schedule  is  prepared  from  the  StateMide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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DEPARTHEMT  OF  TRANSPORTATION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  &  TRANSFERS  OUT  BY  OBJECT  &  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1994 


BUDGET  &  ACTUAL 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Conmunications 
Travel 
Rent 

Ut  i I i  t  i  es 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equiptnent 
Intangible  Assets 
Total 

CAPITAL  OUTLAY 
Land  &  Interest  In  Land 
Bui Idings 

Other  Improvements 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 

GRANTS 

From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

DEBT  SERVICE 
Bonds 

Installment  Purchases 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

See  note  7  on  page  A- 14. 


General 
Operations 

$  3,766,272 

1.099.103 
4.865.375 


3.031.791 


522,627 

94.449 

617^076 


16,787,000 


16.787.000 


5,543 
6.558 


12.101 


Construction 

$  23,330,090 

11,200 

7.186.555 


Maintenance 

$17,220,516 

6.365.236 
30.527.845     23.585.752 


State 

Motor 
Pool 


Interfund 


Stores 


Equipment    Transfers     Inventory 


$113,466  $  3,177,195 


40.864 
154^30 


1- 132.793 
4.309.988 


Motor 
Carrier 
Services 
Division 

$2,481,369 

730.040 
3.211.409 


Transportation 
Planning 

Aeronautics     Division  Total 

$239,598     $1,428,634   $  51,757,140 

2,752  13,952 

79.273        367.453  17.001.317 

321.623       1.796.087  68.772.409 


1,687,432 

156,026,148 

2,898,071 

76,542 

1,021,594 

472,227 

650,820 

1,128,458 

159,691 

2,278,327 

361,992 

400,957 

232,738 

2,106 

8,255 

135,227 

1,567,758 

130,358 

82 

33,736 

51,916 

2,021,176 

11,847,329 

4,200 

6,244 

2,124 

29,207 

1,557,186 

4,665 

42,501 

137,037 

352,866 

15,986,881 

44,713 

1,964,110 

183,836 

137,346 
36 

101,389 

1,188 

58,172 

161.186.314     33.882.500     293.187    5.412.939 


33,178 

100,783 

968,138 

162,811,886 

(1) 

62,844 

40,182 

29,997 

4,822,545 

83,834 

14,487 

59,031 

1,163,400 

149,794 

21,532 

131,574 

2,170,061 

1 

160,616 

13,364 

57,298 

14,162,144 

45,538 

19,805 

514 

1,701,540 

(2) 

60,439 

35,257 

130 

18,581,431 

1 

109,302 

15,049 

44,436 

650,719 

16.498.396 

17.041 
277.500 

16.515.473 

16,498.395 

705.545 

1.291.118 

222.579.199 

$26,562,128 

25.313.343 

$  1.248.785 


1,408,638 

111.940 

1.520.578 


5,628,391 

112.643 
5.741.034 


831,304 

7.293 

838.597 


47,000 
191,482 

238.482 


360,911    5,848,545 


360.911    5.848.545 


65,287 


65.287 


745,696 
124,028 


869.724 


$27.947.577 
27.947.577 


$213,560,531 

199.845.495 

$  13.715.036 


$60,128,798 

58.545.241 

$  1.583.557 


$32,857,294 

27.947.577 

$  4.909.717 


$21,884,990 

16.498.395 

$  5.386.595 


$4,045,847 

3.982.241 

$   63.606 


$886,413  $15,928,629 

808.428   15.571.472 

$  77.985  $   357.157 


35,064 


35.064 


221.706 
221.706 


4,000 


4,000 


6.726 
6.726 


$25.313.343    $199.845.495    $58.545.239    $808.430  $15.571.472  $27.947.577   $16.498.395   $3.982.241    $866.619 


$956,059 

812.230 

$143.829 


$  73,139 

54.389 

$  18.750 


89,753 
89.753 


540,186 
1,482,152 

163.374 
2.185.712 


9,162,129 

213.682 

9.375.811 


5,675,391 
191,482 
112.643 

5.979.516 


221.706 
221.706 


18,076,882 

1,606,180 

163.374 

19,846,436 


27.954.303 
27.954.303 


5,543 
6.558 


12.101 


$5.362.670   $354.741.481 


$  131,289   $ 

127.859 
$    3.430   $ 


131,289 
127.859 


3.430 


$5,718,687   $365,714,334 

5.234.811    338.179.333 

$  483.876   $  27.535.001 


73,139 
54.389 


18.750 


$  16,815,042 

16.379.900 

$    435.142 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


1.         Simunary  of  Significant 
Accounting  Policies 


Basis  of  Accountii^ 


The  Montana  Department  of  Transportation  (department)  uses  the 
modified  accrual  basis  of  accounting,  as  defined  by  state  accounting 
policy,  for  its  Governmental  and  Expendable  Trust  Funds.   In 
applying  the  modified  accrual  basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

The  department  uses  accrual  basis  accounting  for  Proprietary  and 
Nonexpendable  Trust  Funds.   Under  the  accrual  basis,  as  defined 
by  state  accounting  policy,  the  department  records  revenues  in  the 
accounting  period  earned  if  measurable  and  records  expenses  in  the 
period  incurred,  if  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and 
equipment  ordered  with  a  purchase  order  before  fiscal  year-end. 

State  accounting  policy  also  requires  the  department  to  record  the 
cost  of  employees'  annual  leave  and  sick  leave  when  used  or  paid. 


Basis  of  Presentation 


Governmental  Funds 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.   Accounts  are  organized  in  funds  according  to 
state  law.  The  department  uses  the  following  funds: 

General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 
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Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   Department  State  Special  Revenue  Funds  include  the 
Highway  Special  Revenue  Account,  Petroleum  Storage  Tank 
Cleanup  Account,  Motor  Fuel  Tax  Accounts,  Highway 
Reconstruction  Account,  and  Aeronautics  Program  Accounts. 

Department  Federal  Special  Revenue  Funds  include  the  Highway 
Trust  Account  for  federal  funds  designated  for  highway 
construction,  the  Federal  Airport  Improvement  Program  Account, 
the  Federal  Transit  Administration  Account  for  federal  assistance  to 
public  transportation,  and  the  Federal  Rail  Administration  Account 
for  Local  Rail  Service  Planning. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  general  long-term  debt  principal  and  interest.  The 
department  uses  this  fund  to  account  for  the  Series  1976  Highway 
Complex  Bonds,  the  Series  1987  Highway  Revenue  Bonds,  and  the 
Series  1993  Highway  Revenue  Refunding  Bonds. 


Proprietary  Funds 


Enterprise  Fund  -  to  account  for  operations:  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate.   The  department  records 
financial  activity  related  to  the  West  Yellowstone  Airport  in  the 
Enterprise  Fund. 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  b^is. 
Department  Internal  Service  Funds  include  the  State  Motor  Pool 
Account  and  the  Highway  Equipment  Account. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State 
in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  govenmients  or  other  funds.   Department 
Fiduciary  Funds  include  Expendable  Trust  Funds  and  Nonex- 
pendable Trust  Funds. 


Page  A-10 


Notes  to  the  Financial  Schedules 


Expendable  Trust  Funds  -  for  the  Woodville  Highway  Trust 
Account  and  the  Rail  Construction  Trust  Account.   The  Woodville 
Trust  accounts  for  proceeds  and  interest  earned  from  the  sale  of  a 
section  of  highway  to  the  Anaconda  Company.   The  department  is 
holding  these  moneys  in  trust  with  the  intent  they  be  used  to 
improve  Butte-Silverbow  area  roadways.   The  Rail  Construction 
Trust  provides  loans  or  grants  in  accordance  with  Federal  Rail 
Administration  guidelines  to  new  rail  rehabilitation  projects  in  the 
state. 

Nonexpendable  Trust  Fund  -  for  the  Moore  -  Sipple  (Rail) 
Connector.   The  trust  accounts  for  federal  project  funds  held  by  the 
state  to  ensure  the  rail  operator  meets  project  agreement  conditions. 


2. 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.   The  department  pays  employees  for  100  percent  of  unused 
annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  accompanying  financial  schedules.   In  the 
Proprietary  Funds,  the  increase  in  annual  and  25  percent  of  the 
increase  in  sick  leave  are  recognized  as  nonbudgeted  expenses 
when  the  related  liability  is  recorded  at  year  end.  The  department 
absorbs  expenditures  for  termination  pay  in  its  annual  operational 
costs.   At  June  30,  1995,  the  department  had  a  liability  of 
$8,183,576  in  the  Long-term  Debt  Account  Group  which  is  not 
reflected  in  the  accompanying  financial  schedules.  The  June  30, 
1995  compensated  absences  liabilities  for  the  Enterprise  Fund  was 
$1,432  and  for  the  Internal  Service  Funds  was  $476,407. 


3. 


Prasion  Plan 


Employees  are  covered  by  the  Montana  Public  Employees'  Retire- 
ment System  (PERS).   The  department's  contribution  to  PERS  was 
$5,726,130  in  fiscal  year  1993-94  and  $3,366,619  in  fiscal  year 
1994-95.   The  large  decrease  between  fiscal  years  is  due  to  the 
effect  of  early  retirements  during  fiscal  year  1993-94. 
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General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Each  agency  does  not  have 
a  separate  General  Fund  since  its  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.   Thus,  on  an  agency's  schedules,  the  General 
Fund  begiiming  and  ending  fund  balance  will  always  be  zero. 


Direct  Entries  to  Fkind 

Balance/Retained 

ELamings 


The  majority  of  direct  entries  to  fund  balance  in  the  Special 
Revenue  Fund  in  fiscal  years  1993-94  and  1994-95  relate  to 
inventory  adjustments. 


The  direct  entry  to  fund  balance  in  the  Expendable  Trust  Fund  in 
fiscal  year  1993-94  relates  to  reclassifying  the  activity  of  the  Rail 
Construction  Loan  Fund  from  the  Special  Revenue  Fund  to  an 
Expendable  Trust  Fund. 

The  direct  entry  to  retained  earnings  in  the  Internal  Service  Fund  in 
fiscal  year  1993-94  is  the  result  of  a  liability  due  the  federal 
govenmient  relating  to  an  excess  retained  earnings  in  the  Motor 
Pool  Account. 


Bond  Debt 


The  department  has  long-term  debt  outstanding  as  of  June  30, 
1995,  in  the  form  of  general  obligation  bonds  and  special  revenue 
bonds.   The  General  Obligation  Bonds  (Series  1976)  were  issued  to 
fund  the  construction  of  the  Highway  Building  Complex.   Repay- 
ment of  the  general  obligation  bonds  is  funded  by  gasoline  taxes 
pledged  to  debt  service. 


The  Highway  Revenue  Bonds,  Series  1987,  were  issued  to  refund 
the  Highway  Revenue  Bonds,  Series  1983,  the  Highway  Revenue 
Bond  Anticipation  Notes,  Series  1985,  and  to  finance  the  construc- 
tion, reconstruction  and  repair  of  the  state's  highways.   The  special 
revenue  bonds  debt  repayment  is  funded  by  gross  vehicle  weight 
fees,  fuel  and  gasoline  excise  and  license  taxes,  and  coal  severance 
taxes. 

The  Highway  Revenue  Refunding  Bonds,  Series  1993,  were  issued 
to  refund  a  portion  of  the  $150,000,000  outstanding  Series  1987 
Highway  Revenue  Bonds  maturing  in  the  years  1998  through  2005. 
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On  June  29,  1995,  the  department  transferred  $39,995,307  from 
the  Highway  Special  Revenue  Fund  to  the  Debt  Service  Fund.   The 
fiinds  were  placed  with  an  escrow  agent  to  provide  future  debt 
service  payments  on  the  Series  1993  Highway  Revenue  Refunding 
Bonds.   As  a  result,  $39,665,000  of  the  Series  1993  bonds 
maturing  in  2003  through  2006  are  considered  defeased  and  the 
liability  for  that  amount  removed  from  the  department's  General 
Long-Term  Debt  Account  Group. 


The  following  information  identifies  the  department's  long-term 
debt  balances  as  of  June  30,  1995. 


Outstanding  Bond  Debt 


Bond  Amount  Interest     Outstanding 

Series  Issued  Range  (X)     at  6/30/95 
General  Obligation 

Bonds  1976  $  7,400.000  4.1  -  6.1 


Highway  Revenue 
Bonds 

Highway  Revenue 
Refunding  Bonds 


1987   150,000,000   5.5  -  7.2 
1993   112,040,000   2.5  -  5.2 


Total  Outstanding  Special  Revenue  Bond  Debt 


$    600,000 

27,750,000 

69.375.000 
$97,125,000 


Bond  Debt  Payment 


Bond  activity  is  recorded  in  the  Debt  Service  Fund.  The  fund 
accounts  for  the  annual  debt  payments  as  nonbudgeted  activity. 
Amounts  presented  by  the  Debt  Service  Fund  -  Schedule  of 
Changes  in  Fund  Balance  are  essentially  bond  debt  payments. 
Future  payment  requirements  are  as  follows: 


1976  -  General  Obligation 

Highway  Building  Conplex 

Fiscal  Year 

Ending  June 

30 

Principal 

Interest 

Total 

1996 

600,000 
1987  Highway 

30,000 
Revenue  Bond 

630,000 

Fiscal  Year 

Ending  June 

30 

Principal 

Interest 

Total 

1996 

8,720,000 

1,432,762 

10,152,762 

1997 

9,235,000 

893,855 

10.128,855 

1998 

9,795,000 

306,094 

10,101,094 

1993  Highway  Revenue  Refunding 

Bonds 

Fiscal  Year 

Ending  June 

30 

Principal 

Interest 

Total 

1996 

$  2,000,000 

$3,271,328 

$  5,271,328 

1997 

2,000,000 

3,195,328 

5,195,328 

1998 

2,000,000 

3,112,828 

5,112,828 

1999 

10,865,000 

2,825,865 

13,690,865 

2000 

11,355,000 

2,314,560 

13,669,560 

2001-2004 

41,155,000 

3.518,167 

44,673.167 
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7.         Intrafund  and  Interfimd 
Activity 


During  the  course  of  normal  operations,  the  department  has 
transactions  within  funds  and  between  funds  to  finance  operations, 
provide  services,  and  service  debt.   The  following  describes  the 
interfund  and  intrafund  activity  for  the  two  fiscal  years  ending 
June  30,  1995. 


Stores  Inventory  Program 


The  Stores  Inventory  Program  is  accounted  for  in  the  Highway 
Special  Revenue  Fund.    The  program  is  responsible  for  purchasing 
and  inventorying  road  materials,  supplies,  tools,  equipment  parts, 
and  fuel  used  by  the  department.   Expenditures  are  recorded  in  the 
Stores  Inventory  Program  for  the  initial  purchase  of  the  items  and 
merchandise  sales  revenue  is  recorded  for  the  sale  of  inventory  to 
other  programs.   Other  programs  record  an  expenditure  for 
purchases  from  the  Stores  Inventory  Program.   Activity  in  the 
Stores  Inventory  Program  for  the  two  fiscal  years  ended  June  30, 
1995,  was  as  follows: 


Fiscal  Year 

1993  -  94 

1994  -  95 


Expenditures 

$16,498,395 

20,661,113 


Revenues 
$13,513,906 
13,891,231 


Equtpment  Program 


The  Equipment  Program,  which  is  part  of  the  Internal  Service 
Fund,  maintains  a  fleet  of  equipment  and  vehicles  for  use  within 
the  department.   Costs  are  recovered  through  user  fees  charged  to 
other  programs  within  the  department.   Charges  for  services 
revenue  is  recorded  in  the  Internal  Service  Fund  for  the  rent  of  the 
equipment  and  the  user  program  records  rent  expense.   The  major 
programs  using  equipment  include  the  Maintenance  Program,  the 
Construction  Program,  and  the  Motor  Carrier  Services  Program. 


Transfers 


During  fiscal  years  1993-94  and  1994-95,  $10,010,642  and 
$16,904,492,  respectively,  was  transferred  from  the  Highway 
Special  Revenue  account  to  the  Highway  Reconstruction  Account 
for  road  construction  projects. 

During  fiscal  year  1993-94  and  1994-95,  $17,936,935  and 
$57,866,394,  respectively,  was  transferred  from  the  Highway 
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Special  Revenue  account  to  the  Debt  Service  accounts  for  bond 
payments.   The  $57,866,394  noted  above  includes  budgeted 
activity  of  $17,871,087  and  nonbudgeted  activity  of  $39,995,307 
(discussed  previously  in  note  6). 


8.         Cash  Transfers  Out 


The  department  is  funded  by  gasoline  and  diesel  fuel  taxes.   While 
the  majority  of  fuel  tax  collected  is  earmarked  for  the  department 
operations,  there  are  specific  fuel  tax  collections  that  fund  other 
agency  programs.   As  a  result,  the  department  collects  Motor  Boat, 
Snowmobile,  and  Off  Road  Vehicle  Fuel  Taxes  for  the  Department 
of  Fish,  Wildlife,  and  Parks.  The  department  also  collects 
Petroleum  Storage  Tank  Cleanup  Funds  for  the  Department  of 
Health  and  Environmental  Sciences.   The  Cash  Transfers  Out 
account  records  the  transfer  of  tax  revenue  to  these  agencies. 


9.         Hjgliway  Constnictioii 
Comnutmeiits 


At  June  30,  1995,  the  department  had  contractual  conmiitments  of 
approximately  $124,948,249  for  construction  of  various  highway 
projects.   Funding  for  these  highway  projects  is  to  be  provided 
from  federal  grants  and  matching  state  special  revenue  funds. 


10.       Nonbudgeted  Reyraue 
and  Transfers  In 


The  majority  of  the  activity  in  fiscal  year  1993-94  recorded  under 
nonbudgeted  revenue  and  transfers  yin  relates  to  errors  made  by 
the  department  when  recording  diesel  tax  returns.   The  department 
corrected  this  situation  in  fiscal  year  1994-95. 
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Montana  Department 
of  Transportation 


2701  Pivsoec'  Avenue . 
PO  Box  201001 
Helena  MT  59620-1001 


Marc  Racicot.  Governor 


Januar>'4,  1996 

Scott  A.  Seacat 
Legislative  Auditor 
Room  135 
State  Capitol 
Helena  Mt  59620 


JAN  101996 


t  -..-v^-l  „■. 


Subject:  Department  of  Transportation's  Financial  Compliance  Audit  for  Fiscal 

Years  1993-94  and  1994-95 


We  are  transmitting  our  response  to  the  audit  performed  by  your  office  for  the  two  fiscal 
years  ended  June  30,  1995. 

Thank  you  for  your  staffs  effort,  cooperation,  and  professionalism  during  this  audit. 


If  you  have  questions  concerning  our  response,  please  call  me  at  444-6201 . 


Director  of  Transportation 


Thorm  Forseth,  Chairman 
Transportation  Commission 


lao95.dg 
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An  Equal  Opportunity  Employer 


Recommendation  #1 

We  recommend  the  commission  adopt  policies  and  procedures  that  define  the  minimum 
requirements  to  constitute  a  responsive  bid  and  instruct  the  department  to  reject  nonresponsive 
bids  at  the  bid  opening. 

Response 

Concur. 

After  several  months  of  review,  beginning  in  March  1995,  the  commission  did  adopt  appropriate 
policies  and  procedures  in  the  January  1 996  commission  meeting.  The  commission  will  continue 
to  review  and  revise  these  policies  as  necessary. 

Recommendation  #2 

We  recommend  the  commission  develop  formal  criteria  which  apply  equally  to  all  bidders  for 
accepting  or  rejecting  contract  bids. 

Response 

Concur. 

The  commission  will  develop  formal  criteria  for  accepting  or  rejecting  contract  bids  to  be  applied 
equitably  within  the  next  six  months. 

Recommendation  #3 

We  recommend  the  commission: 

A.  Adopt  policies  which  clearly  define  and  restrict  bid  addendums  to  changes  which  could 
have  a  significant  effect  on  project  bids. 

B.  Specify  the  method  and  require  acknowledgment  of  contract  specification  addendums. 
Response 

Concur. 

The  department  developed  and  the  commission  adopted  a  policy  effective  as  of  10-12-95. 

Recommendation  #4 

We  recommend  the  commission  develop  policies  and  procedures  governing  release  of  a 
contractor  from  a  bid,  award,  or  contract. 
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Response 

Concur. 

The  commission's  current  procedure  is  to  not  release  a  contractor  from  a  bid,  award,  or  contract. 
The  commission  will  adopt  a  policy  consistent  with  state  law  at  the  next  meeting. 

Recommendation  #5 

We  recommend  the  commission  establish  procedures  it  will  use  when  it  is  aware,  prior  to 
awarding  a  contract,  that  a  bidder  received  information  from  the  department  which  gives  the 
bidder  an  advantage  over  other  bidders. 

Response 

Concur. 

It  is  the  Department's  procedure  to  not  supply  this  information  to  the  bidders.  This  error 
occurred  one  time  with  an  employee  not  familiar  with  the  policy.  The  commission  will  adopt  a 
policy  to  use  if  a  bidder  ever  receives  information  that  would  give  an  advantage  over  other 
bidders. 

Recommendation  #6 

We  recommend  the  commission  ensure  it  conducts  public  meetings  as  open  meetings  in 
accordance  with  state  law. 

Response 

Concur. 

The  Commission  will  ensure  that  it  conducts  public  meetings  as  open  meetings  in  accordance 
with  state  law. 

Recommendation  #7 

We  recommend  the  department  develop  procedures  to  provide  adequate  public  notice  is  given  for 
all  public  meetings  as  required  by  law. 

Response 

Concur. 

The  Department  will  develop  procedures  in  accordance  with  Section  2-3- 103, MCA  and  ensure 
adequate  notice  is  given  to  the  public. 
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Recommendation  #8 

We  recommend  the  department  ensure  appropriate  minutes  are  recorded  and  available  for  public 
inspection  in  accordance  with  state  law. 

Response 

Concur. 

The  Department  currently  keeps  minutes  in  accordance  with  Section  2-3-212,  MCA  and  makes 
them  available  for  public  inspection. 

Recommendation  #9 

We  recommend  the  Department  of  Transportation  reimburse  the  General  Fund  for  the  $1 10,000 
shortfall  on  the  1983B  and  1985A  bond  payments  for  the  airport  loan  program. 

Response 

Conditionally  Concur. 

The  Department  of  Administration  originally  requested  the  Department  of  Transportation  pay  for 
the  shortfall.  The  Department  of  Transportation  on  December  22,  1993  recommended  they 
obtain  a  legal  opinion.  The  opinion  would  clarify  the  boiler  plate  language  relating  to  the 
payment  of  the  bond  debt  if  the  related  revenue  was  insufficient  and  if  the  payment  of  such  a 
revenue  shortfall  was  within  the  scope  of  MCA  67-1-301.  A  bond  counsel  opinion  was  obtained 
but  did  not  clearly  address  the  questions  the  department  raised.  We  believe  that  an  Attorney 
GeneraPs  Opinion  is  still  needed  to  clarify  the  issues.  The  Department  will  request  an  Attorney 
GeneraFs  Opinion  and  will  comply  with  their  ruling. 

Recommendation  #10 

We  recommend  the  department : 

A.  Determine  if"  On  Call  Pay  "  will  be  authorized. 

B.  If  authorized,  develop  a  formalized  compensation  policy  for  on-call  air  search  and  rescue 
employees  that  complies  with  applicable  laws. 

C.  Record  compensatory  time  on  the  state's  payroll  records. 
Response 

Concur. 
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The  Department  developed  an  Air  Search  and  Rescue  Compensatory  Time  PoHcy  (ASAR)  in 
January  1996.  Also,  the  ASAR  compensatory  time  is  currently  being  recorded  on  the  state's 
payroll  records. 

Recommendation  #1 1 

We  recommend  the  department  establish  and  revise  administrative  rules  in  accordance  with  state 
law. 

Response 

Concur. 

Prior  to  July  1.  1991  the  collection  and  authority  for  establishing  and  administering  the  Motor 
Fuels  taxes  were  with  the  Department  of  Revenue.  Since  that  time  the  Department  has 
continually  worked  to  make  the  program  easier  to  administer  for  the  department  and  comply  with 
for  the  public.  In  the  1993  regular  legislative  session  the  motor  fuels  point  of  taxation  moved 
from  the  retail  to  the  distributor  level.  The  1993  special  legislative  session  authorized  the  dyed 
fiael  program  and  the  1 995  regular  session  made  other  changes  to  the  motor  fuels  collection  laws. 
The  Administration  Division  submitted  the  proposed  changes  to  the  motor  fuel  administrative 
rules  to  Legal  Services  in  August  1994.  Final  proposed  rule  changes  were  filed  with  the 
Secretary  of  State  in  December,  1995  and  the  public  hearing  is  scheduled  for  January  26,  1996. 
These  proposed  rules  will  correct  these  deficiencies. 

A  Department- wide  review  of  statutory  requirements  and  administrative  rules  in  response  to  HJR 
5  was  completed.  As  a  result,  the  Aeronautics  Division  rules  will  be  substantially  revised  and 
reduced.  The  Motor  Carrier  Services  Division  is  currently  revising  rules  to  address  1995 
legislation.  Outdoor  advertising  rule  amendments  were  filed  with  the  Secretary  of  State  in 
January  1996  and  public  hearings  are  anticipated. 

In  addition,  the  Department's  reorganization  will  be  reflected  in  a  revised  organizational  rule 
approved  by  the  Director  in  December  1995.  The  Right-of-Way  Bureau's  Utility  Section  is 
finalizing  rules  pertaining  to  railroad  crossings  with  an  expected  date  of  submission  to  the 
Secretary  of  State  in  February,  1996. 

The  Department  has  been  and  will  continue  drafting  and  revising  existing  administrative  rules  to 
conducting  public  hearings  to  repeal,  amend,  and  adopt  necessary  rules  in  accordance  with  state 
law. 

Recommendation  #  1 2 

We  recommend  the  department  continue  to  develop  and  implement  procedures  to  ensure 
transactions  are  properly  reviewed  an  approved. 
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Concur. 

The  Department  constantly  develops  and  implements  procedures  to  ensure  transactions  are 
properly  reviewed  and  approved. 

In  response  to  the  issuance  and  cancellation  of  the  $10,200,000  claim  processed  in  error,  we 
lowered  the  warrant  limit  available  for  that  bureau  to  approve. 

-The  Department  is  continually  improving  in  development  and  implementation  of  internal 
control  procedures  regarding  cancellation  of  warrants. 

Fiscal  Year      #  canceled        $  amount         Tot  Warrants  Tot  $ 

1993-94  75  $459,709  88,429  $203,994,227 

1994-95  64  $113,930  89,482  $219,256,329 

During  fiscal  years  1993-94  and  1994-95  the  department  issued:  88,429  warrants  for 
$203,994,227  and  890,482  warrants  for  $219,256,329,  respectively,  from  the  Transportation  on- 
line claims  system.  These  totals  do  not  include  the  warrants  issued  directly  on  SBAS.  The 
duplicate  warrants  issued  in  fiscal  year  1994-95  represent  .028%  of  the  total  number  of  warrants 
issued  and  .0023%  of  the  total  dollars  paid  through  these  warrants.  This  error  rate  is  not 
significant  in  number  or  material  in  amount. 

The  Department  will  continue  to  enforce  our  existing  internal  controls  to  reduce  the  risk  of 
undetected  errors  and  irregularities. 

Recommendation  #13 

We  recommend  the  department  improve  its  monitoring  of  the  sales  of  licenses  and  permits  and 
the  timely  deposit  of  the  resulting  cash  receipts. 

Response 

Concur. 

•  The  Department  will  establish  a  policy  and  procedure  for  the  daily  recording  of  both 

handwritten  and  computer  generated  permits.  Computer  generated  permits  are  currently 
uploaded  via  the  automated  system  on  a  daily  basis.  Handwritten  permits  will  be 
organized  and  reconciled  daily  by  the  officer  and  mailed  into  Helena  at  the  end  of  the 
Officer's  work  week.  We  will  also  develop  a  procedure  to  enable  these  to  be  entered  into 
the  system  for  reporting  and  reconciling  purposes. 
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The  Motor  Carrier  Services  Division  (MCS)  will  continue  to  require  each  officer  to 
deposit  each  day's  receipts  intact  in  accordance  with  state  deposit  laws. 

The  Accounting  Services  Bureau  (ASB)  will  utilize  the  automated  permit  system  to 
detect  late  deposits  and  to  follow-up  with  timely  notification  for  those  officers  who  use 
the  automated  system.  The  ASB  will  review  the  weekly  recap  to  assure  that  those 
officers  deposit  all  cash  receipts  on  a  timely  basis.  MCS  will  take  timely  corrective 
action  after  notification  by  the  ASB. 

The  MCS  Captains  and  ASB  auditors  are  conducting  on-site  surprise  cash  counts  and 
permit  sales  verifications.  They  will  also  monitor  the  MCS  officer's  compliance  with 
Department  permit  sales  and  deposit  procedures  and  permit  information  upload 
procedures. 

The  Information  Services  Bureau  programmed  additional  system  controls  into  the  permit 
system  to  insure  that  only  three  copies  of  each  permit  is  printed.  We  will  periodically  test 
the  system  to  ensure  the  controls  are  working. 

The  MCS  will  continue  to  require  that  all  three  copies  of  a  void  permit  are  sent  into 
Helena  with  each  days  permit  sales  paperwork.  The  ASB  will  monitor  and  reconcile  void 
permits  received  to  ensure  officer  compliance  with  the  requirement  and  will  follow  up 
with  timely  notification  when  all  three  copies  are  not  provided.  MCS  will  take  timely 
corrective  action  after  notification  by  the  ASB. 

The  ASB  will  regularly  run  an  officer  based  comparison  of  permits  sold  to  deposits,  using 
the  computerized  permit  system.  Another  report  will  be  generated  to  disclose  which 
permits  have  been  issued  within  the  automated  system  but  no  money  has  been  received 
by  ASB.  The  ASB  will  provide  MCS  with  timely  notification  when  an  officer's  sales  do 
not  balance  with  deposits  or  deposits  are  not  made.  The  MCS  will  take  timely  corrective 
action  after  notification  by  the  ASB. 
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